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Mapping the Islamic Finance Rating Landscape

Fitch Ratings’ Islamic Finance Coverage

6 Islamic Finance-Based
Issuers

e Fitch Ratings has provided
independent and objective credit
ratings to the Islamic finance market
for over adecade

Issuers

5 SukukIssues

Sukuk Issues
$8.1bn Volume of Sukuk

Issuance $30.4bn Volume of Sukuk

Issuance
2 Sukuk Sukuk
Programmes/SPVs ' Programmes/SPVs

e We rate 164 outstanding Islamic
finance instruments (sukuk), 64 sukuk
programmes  or  special-purpose
vehicles (SPVs) and 38 Islamic finance
issuers  (Islamic  banks, takaful 2. sl Finance-Based

Issuers

Islamic Finance-Based
Issuers

Sukuk Issues

$92.5bn Volume of Sukuk
) Issuance

50 Sukuk
Programmes/SPVs

companies and Islamic corporates) as
at end-3Q22

Data as of June 30,2022
Source: Fitch Ratings
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Mapping the Islamic Finance Rating Landscape

Fitch-Rated Outstanding Sukuk Issuance by Volume Fitch-Rated Outstanding Sukuk Issuance by Volume
by Sector: End-3Q22 by Region: End-3Q22
Structured
finance: ABS
2.6%

Corporates
and others
22.8%

Sovereign/
supranational
58.6% Middle East
68.7% Europe
Financial 6.0%
institutions
16.0%
Source: Fitch Ratings Source: Fitch Ratings
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Global Sukuk Ratings Distribution

Sovereigns, Supranationals, Financial Institutions and Corporates

2Q22 Ratings Distribution: Fitch-Rated 3Q22 Ratings Distribution: Fitch-Rated
Sukuka Sukuka

C AAA F1sf
B 05%  127% B 26%  AAA

aBy outstanding volumes 2By outstanding volumes
Source: Fitch Ratings Source: Fitch Ratings

Fit(:hRatings

¢ |nvestment-grade sukuk issuance made up
about 79.0% of total Fitch-rated sukuk in
3Q22 (2Q22: 78.6%). Speculative-grade
sukuk contributed the remaining 21.0%
(2Q22:21.4%). Only IDRs were considered

e Sukuk rated in the ‘A’ category made up
33.6% of rated issuance in 3Q22, followed
by sukuk in the ‘BBB’ and ‘B’ categories at
27.8% and 13.3%, respectively
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Global Sukuk Market Update: 3Q22

Slow Sukuk Market Activity Amid Volatilities; Pipeline Building Up

Market Profile: The number of Fitch-rated outstanding sukuk expanded by 7.3%
goq in 3Q22, with outstanding volumes of USD133.9 billion, and 79% being
investment-grade. Global outstanding sukuk reached USD749.6 billion, up 2.1%
goq. Total sukuk of USD48.2 billion were issued in the core markets of the GCC,
Malaysia, Indonesia, Turkey, and Pakistan (including multilaterals), but was down
14.4% qog. This is similar to bond issuance in core markets, which fell by 14.1%
gog.

Outstanding sukuk held a 29.5% share in funding mix in core markets (2021:
28.4%). Innovative ESG-related sukuk were up 2.8% gog, with USD20 billion
outstanding in 3Q22. Defaulted sukuk were below 0.3% of total sukuk issuance.

Sovereign Focus: High oil prices are reducing new funding needs for oil-exporting
sovereigns, with the GCC countries (excluding Bahrain) expecting to record
surpluses in end-2022. Sizeable funding will still be needed in the medium- to long-
term to meet the strategies of GCC countries, in addition to refinancing upcoming
maturities. Saudi Arabia regularly issues riyal sukuk. In 3Q22, UAE and Bahrain
issued US dollar bonds, but not sukuk. Rising interest rates are making funding
costly.

On the other hand, funding needs of oil-importing sovereigns are likely to stay
elevated. In 9M22, US dollar sukuk and bonds were issued by Indonesia, Pakistan
and Turkey (second sukuk issued in October). The strengthening US dollar has also
nudged non-pegged sukuk issuers to raise funding in the domestic market. In 3Q22,
91.6% of all sukuk issued were in local currency, with the balance in hard currency.

FitchRatings

Sukuk, Conventional Bonds Issuance in Key Islamic Finance Jurisdictions
m Sukuk (LHS) ~ == Bond (LHS)  ==Sukuk % of total (RHS)

(USDbn) (%)
800 40
600 30
400 20
200 10
0 0]

2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 9M22

Source: Fitch Ratings, Bloomberg

Fitch-Rated Sukuk Volumes by Sector in 3Q22

2.6%

= Sovereign/ 16.0%
supranational

m Corporates and others

" Financial institutions

22.8% 58.6%

1 Structured Finance: ABS

Source: Fitch Ratings




Global Sukuk Market Update: 3Q22

Slow Sukuk Market Activity Amid Volatilities; Pipeline Building Up

Liquidity Management: Short-term sukuk issued by governments are present in
markets such as Malaysia, Indonesia, Bahrain, Qatar, Turkey and Pakistan, along
with regular US dollar issuance by International Islamic Liquidity Management 2
SA. This provides Islamic banks a venue to invest their excess liquidity, and help
governments manage monetary policy. However, sukuk supply generally dwarfs
demand, the liquidity product range and tenor can be expanded, and some sukuk
are not tradable due to sharia.

Still-developing markets, such as Oman, Jordan, Nigeria, and Egypt, do not have
short-term government sukuk. Domestic Islamic banks are disadvantaged as
conventional banks can invest in T-bills.

Outlook: Sukuk pipelines and momentum are building. However, we expect near-
term sukuk activity to be generally slow in core markets, similar to bonds. Sukuk
are not immune from debt capital market (DCM) volatilities, caused by rising
interest rates (2022F/2023F US interest rate: 4%), high oil prices (2022F: USD100
per barrel; 2023F: USD85; 2024F: USDé65), geopolitical events and lower
emerging-market debt appetite.

Sukuk demand will stay intact, enabled by its traditional investor - Islamic banks -
whose liquidity will be lifted by high oil prices. Sukuk issuance appetite will
continue to be driven by funding diversification plans across sectors, upcoming
debt maturities, and further maturity of the domestic DCMs in a number of
countries.

FitchRatings

Fitch-Rated Sukuk Volumes by Region in 3Q22

6.0%

= Middle East 25.3%
H Asia

= Europe

Source: Fitch Ratings

Total Sukuk Outstanding by Rating and Maturity
F1sf AAA AA A BBB = = = BB == B e CCC-C
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Islamic Fund Industry: A Growth Story

Islamic Mutual Fund Assets Have Increased Substantially * Assets under management (AUM) in Islamic mutual
= Money Market ®Equity =Bond = Mixed Assets Real Estate ®=Other ®Commodity ™ Alternatives funds have increased substantially, peaking at
(USDbn) around USD130 billion at end-2Q21, before
150 slipping to around USD 120 billion at end-2021
100 e Saudi Arabia and Malaysia remain the pre-eminent
50 Islamic fund domiciles worldwide, reflecting
0 strongly established local industries. Offshore
5 &5 &5 5 3 g g8 2 3 T T & & &8 & & & & © markets, such as Jersey and Luxembourg also have
&« &8 &8 &8 &8 &8 &8 & & & & &8 &8 &8 &8 & & @« &« °«© nascent Islamic fund markets. Jersey is an Islamic
— N ™ < — N ™ < — o~ ™ < — N ™ < — o~ ™ < . .
jof \ o o oo o oo oo oo o o oo oo oo o o oo o o o o ETF hub, where multiple commodity ETFs (notably
Source: Fitch Ratings, Lipper gold ETFs) claim Sharia status. Luxembourg has a
Saudia Arabia and Malaysia Dominate Money Market Funds Largest Segment broader Islamic mutual fund base
o Saudi Arabi 8% éUSDbn) ¢ Money market funds (MMFs) are the largest Islamic
audi Arabia 6% 0 fund type. This is largely driven by Saudi Arabia
¥ Malaysia ° >0 being the largest Islamic fund domicile, and by
= Jersey 6% 40 MMFs being the dominant fund type in Saudi
m Luxembourg 30 Arabia: 83% of Saudi Islamic fund AUM was
20 invested in MMFs at end-4Q21
USA 14% 10 :
. 0 e Conversely, Malaysian fund assets are more spread
® Indonesia . .
% 2z 5 o 3 v out, with the largest segment (equity funds)
® Others S 2 g 3 § £ representing 44% of total AUM
29% - O
Source: Fitch Ratings, Lipper; 4Q21 USD terms Source: Fitch Ratings, Lipper; 4Q21
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Islamic Finance Aligns with ESG Principles

e Commonalities Between Islamic Finance & ESG Principles: Commonalities exist between Islamic finance and
ESG principles, with both focusing on responsible finance. Islamic finance has embedded in itself core principles
that focus on avoiding practices that are harmful, rather than focusing solely on bottom-line profits, similar to
ESG principles. However, they are not identical. Islamic finance prohibits income from non-sharia-compliant
activities such as alcohol production, tobacco, gambling, pornography, and illegal arms trading. Moreover, Islamic
finance does not only relate to the use of proceeds, but Islamic products also have to be structured in a way that
complies with sharia.

e Large ESG Transition Funding Gap in OIC Countries: Implementing government visions, policies and targets will
require significant funding. In 2019, the Islamic Development Bank reported that their 57 member countries [all
Organisation of Islamic Cooperation (OIC) countries] needed USD700 billion-USD1 trillion a year to finance
Sustainable Development Goals (SDGs), with the funding gap expected to widen further by 2030 on the back of a
growing population.

e ESG Sukuk Fund Sustainability Initiatives: Supranationals, sovereigns and government-related entities (GREs) in
Muslim-majority countries are increasingly funding sustainability initiatives by issuing ESG sukuk. Issuers are
also leveraging the rising global investor demand for green, sustainable and social bonds, of which more than
USD1 trillion were issued in 2021, 92.8% higher yoy.

¢ High Growth Potential: With the prominence of sukuk and Islamic financing in the core markets of GCC,
Malaysia, Indonesia, Turkiye and Pakistan, ESG sukuk issuance is likely to continue growing. The long-term
growth potential of the segment remains high, as ESG sukuk make up only about 2.6% of the total sukuk market.

FitchRatings




State of ESG-Linked Sukuk Market

e Qutlook: Fitch expects ESG sukuk to remain a key issuance theme in core Islamic finance jurisdictions on back of increasing government initiatives focusing on
sustainability and economic diversification, along with rising awareness and sustained investor demand. ESG sukuk makes up 2.6% of global outstanding
sukuk, and we expect this share to increase to around 5% over the coming five years. The share of ESG sukuk is also forecasted to reach 15% of all Fitch-rated
outstanding sukuk over the medium term

¢ Market Profile: Fitch rates more than 80% of the hard-currency ESG-linked or 10.2% of total Fitch-rated sukuk. In 3Q22, outstanding ESG sukuk expanded by
2.9% qoq to reach USD20.04 billion. About USD5.02 billion of ESG sukuk were issued in 9M22. Sovereign and supranational contributed 74.6% of Fitch-rated
ESG sukuk, followed by corporates (22.8%) and financial institutions (2.6%)

ESG-Sukuk Outstanding by Year Total ESG Sukuk-Outstanding (3Q22) Volume of Fitch-Rated ESG-Linked Sukuk by Region
= Green ®Social = Sustainability = Sustainability-linked No. of Value % of total Asatend-3Q22
(USDbn) Issuers | (USDbn) ESG sukuk 2.6%
20 Pr— ® Saudi Arabia
Green sukuk 150 11.1 55.7%
15 i I Sustainability sukuk 44 8.3 41.3% ® United Arab Emirates
Sustainability-linked 36.8%
10 — sukuk Y 1 0.6 3.1% = Indonesia ’
5 i _ 0,
Social sukuk 0 0% = Turkey
0 Total 192 20 100
2017 2018 2019 2020 2021 1Q22 2Q22 3Q22 13.2%
Source: Fitch Ratings based on Bloomberg-adjusted data Source: Fitch Ratings Source: Fitch Ratings
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Sukuk Format Preferred Over Bonds in Many Core Islamic Markets

e Sukuk, rather than conventional bonds, are the preferred

format for ESG-related debt in many core Islamic finance Share of Hard-Currency ESG Sukuk Outstanding
markets (% of hard-currency ESG bonds and sukuk) - 3Q22a
e In the GCC region, sukuk were 73.2% of outstanding hard- oty (%)
currency ESG-related debt at end-3Q22, with the balance Bahrain 100
held in bonds. In Indonesia and Ma.laysia, the share of sukuk Saudi Arabia 90.7
in the hard-currency ESG-debt mix was 58.5% and 40.4%,
respectively Indonesia 58.5
e The key driver behind sukuk being the preferred ESG format Malaysia 40.4
is to attract the larger Islamic investor base in these UAE 36.9
countries that have a robust appetite for sukuk and can only .
invest in sharia-compliant issuances, along with tapping the Turkiye 6.5
international investor appetite for ESG products GCC Countries 739

e There remains a shortage of ESG-focused investors and
issuers in the GCC and other core markets

a Including multilateral banks
Source: Fitch Ratings

FitchRatings



Highlights of Key ESG Regulatory Developments in OIC Countries

Qatar Financial Centre launched the Sustainable Sukuk and

o ‘ e Egypt issued its Sovereign Green Financing Bonds Framework
* Malaysia ISSL.led the Sustainable Framework, which covers green sukuk e Turkiye released guidelines on green and sustainable lease
and Responsible Investment ) certificates and debt instruments
(SRI) Sukuk Framework * In 2020, the Abu Dhabi Department of Energy, e Malaysia established the Sustainable and Responsible
4 '[A‘)E]Ub_Dgab' .(E.Iobaé I\;I]arket (ADGM),dand Abu Investment linked (SRI-linked) Sukuk Framework
. . abl >ecurities £Exchange announced a green e |n February 2022, Saudi Arabia’s Public Investment Fund
* United Nations sets the SPGS _ bond accelerator initiative to establish Abu Dhabi (PIF) issued its Green Finance Framework. The Fund
* ManyOIQ countries are signatories as a regional hub for the issuance of green sukuk intends to use this framework as the basis to issue green
of the Parls Agreement and bonds for sustainable projects bonds, sukuk, loans and other debt instruments.

ﬂ@—@*@—@*@*@—@*@*@ :

e The UAE establlshed its Sustainable Finance Framework

e |ndonesia |ssued its

2021-2031
’ ;I'S;;lgztsgreﬁlr? su)kuklssuance GreenBond &Green e The ISDB issuedits o Oman launched draft regulations on issuance of bonds and
.5 million) was . .
undertaken by Malaysian firm Sukuk Framework IE‘;;?S\?E:E JIE:(l)nance sukuk, including those linked to financing sustainable projects
: ; . e Pakistan set guidelines on issuing green sukuk and bonds

Tadau Ener.gy tofinance its solar * In2018,Securities supportits member Jordan releafed green bond guicige?ines which also cover green
photovoltaic power plant Commission Malaysia  countries in the <ukuk ’

e In2017, Securities Commission gztlfublllz:det:r?dSRl fﬁz;f\slg)n(];esnts of ¢ Indonesia’s Green Bond and Green Sukuk Framework was
Malaysia issued guidelines on SRI Grant Scherme expanded into S.DGS" (}overnment-Securltles Framework in
funds 2021, now covering eligible blue projects

FitchRatings




Key Challenges Remain for ESG Sukuk

\
‘ Nascent Ecosystem and Regulations, with Progress Uneven Across Jurisdictions

‘ Shortage of ESG-Focused Investors and Issuers in Core Markets

\

Lack of Standardisation Is a Common Challenge for Sukuk and ESG Debt
Capital Markets

Higher Reputation and Legal Risks from Greenwashing

More Complex Issuance and Longer Time-to-Market

|
[

/[

‘ Human Capital Limitations e &AL :

‘ Pricing Advantage Is Uncertain Nilians f ==

7 [ g - |/
FitchRatings 15




ESG Sukuk: Use of Proceeds Is Not a Credit
Rating Driver

e Fitch rates ESG sukuk - including green, sustainable, social and transition sukuk -
using Fitch’s Sukuk Rating Criteria. The credit rating of ESG sukuk is driven solely by
the originator’s rating and not the use of proceeds, similar to other sukuk or bonds

¢ Fitch does not assess the environmental integrity, the “greenness” of the sukuk or its
stated use of proceeds, nor does it monitor such aspects unless this is fundamental to
the underlying creditworthiness

e The credit ratings assigned are indifferent to any classification of a sukuk such as
“green” or “sustainable” by either an issuer or a third party, such as a certification
agency, or an index provider

e Fitch’s ratings also do not reflect whether an issuer or sukuk is sharia-compliant.
Fitch assesses non-compliance with sharia principles only if it has credit implications

ISLHHICBANHING Sukuk SUKUK

snnn:l:n Shana

""“"‘ ISLAMIC FINANCE .
ISLAMIC FINANCE Fitch Fating:
su“:':“;'.,‘a,., ISI.-AHII: FINANI:E
FITCHRATINGS :sunn:t F:HAN:E

mancgmec: SHARIA
2, Sukuk
Taatul  SUKUK
sharia 1slamic Banking

ISLAMIC FINANCE
Fitch Ratings

Takarul Suulcunk SUKUK

sukuk Sharia SHARIA TARAFUL

Tasarul, Islamic Finance
FITC%:::EHGETakahﬂ Sukuk SHA
SUKUK Takaful svews Takatal

TAKAFUL Takatul

TAKAFUL

Fitch Ratings
Sukuk
Sharia Sharla SHARIA
T’:,:‘;',““ FITCH RATINGS
Takatu1 Islamic Banking SUKUK
Takatul Sukuk  TRKaFuL

TAKAFUL SUKUK
Isg:lﬂlnlc BANKINGSHARIA
SHARIA SHARIA  Sukuk

Takatul g _; SHARIA gh..;
HARIA

o Shari SHHHIR SHAHIA
SUKDK -.-,h,“,
TAKAFUL TRHAFUL SHAHIAS -
'akaful Takaful ul
SUKUK Sharia
ISI.-AHII: BANHIHG Sharia

Sharla TAKAFUL

SUKUK TAKAFUL  TAKAFUL
FITCH RATINGS  Fitch Ratings

FITCH RATINGS SR

S sHArIa  Sharia
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EMEA Islamic Banks’ ESG

ESG Element Scoring Distribution

Environmen...
Social

Governance

"1

m2

m3

n4

Islamic banks nee( to
ens‘ure Compliance of their
entzlr.ee Operations and
activities with sharia

0%

Source: Fitch Ratings

ESG Scoring Definitions

Lowest Relevance Credit-Relevant to Issuer

1 2 K} 4

Irrelevant to the
entity rating and
irrelevant to the
sector.

Irrelevant to the
entity rating but
relevant to the
sector.

20%

40%

Minimally relevant
torating, either
very low impact or
actively managed
inaway that
results in no
impact onthe
entity rating.

Relevant to rating,
not a key rating
driver but has an
impact on the
ratingin
combination with
other factors.

60%

80%

Highly relevant, a
key rating driver
thathasa
significant impact
ontheratingon an
individual basis.

FitchRatings

100% Principles and ry|es,
(o]

e Governance structure relevance score of ‘4’ for rated
Islamic banks (in contrast to a typical ESG relevance
influence score of ‘3’ for comparable conventional banks)

e ESG relevance score for Exposure to Social Impacts, at a
typical score of ‘3 (versus ‘2° for comparable
conventional banks)







Islamic Finance Standardisation Framework
Demystifying Islamic Finance Standardisation and Harmonisation

Local Regional

Financial and Accounting
Reporting

Law and Dispute
Resolution

International

Supervisors & Regulatory

Framework Sharia

Product and Documentation
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Research: Dedicated Islamic Finance Website
https://www.fitchratings.com/islamic-finance
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All Fitch Ratings (Fitch) credit ratings are subject to certain limitations and disclaimers. Please read these limitations and disclaimers by following this
link: . In addition, the following

details Fitch's rating definitions for each rating scale and rating categories, including definitions relating to default. Published ratings, criteria, and
methodologies are available from this site at all times. Fitch's code of conduct, confidentiality, conflicts of interest, affiliate firewall, compliance, and
other relevant policies and procedures are also available from the Code of Conduct section of this site. Directors and shareholders’ relevant interests
are available at . Fitch may have provided another permissible or ancillary service to the rated entity or
its related third parties. Details of permissible or ancillary service(s) for which the lead analyst is based in an ESMA- or FCA-registered Fitch Ratings
company (or branch of such a company) can be found on the entity summary page for this issuer on the Fitch Ratings website.

In issuing and maintaining its ratings and in making other reports (including forecast information), Fitch relies on factual information it receives from issuers and underwriters
and from other sources Fitch believes to be credible. Fitch conducts a reasonable investigation of the factual information relied upon by it in accordance with its ratings
methodology, and obtains reasonable verification of that information from independent sources, to the extent such sources are available for a given security or in a given
jurisdiction. The manner of Fitch's factual investigation and the scope of the third-party verification it obtains will vary depending on the nature of the rated security and its
issuer, the requirements and practices in the jurisdiction in which the rated security is offered and sold and/or the issuer is located, the availability and nature of relevant
public information, access to the management of the issuer and its advisers, the availability of pre-existing third-party verifications such as audit reports, agreed-upon
procedures letters, appraisals, actuarial reports, engineering reports, legal opinions and other reports provided by third parties, the availability of independent and competent
third- party verification sources with respect to the particular security or in the particular jurisdiction of the issuer, and a variety of other factors. Users of Fitch's ratings and
reports should understand that neither an enhanced factual investigation nor any third-party verification can ensure that all of the information Fitch relies on in connection
with a rating or a report will be accurate and complete. Ultimately, the issuer and its advisers are responsible for the accuracy of the information they provide to Fitch and to
the market in offering documents and other reports. In issuing its ratings and its reports, Fitch must rely on the work of experts, including independent auditors with respect to
financial statements and attorneys with respect to legal and tax matters. Further, ratings and forecasts of financial and other information are inherently forward-looking and
embody assumptions and predictions about future events that by their nature cannot be verified as facts. As a result, despite any verification of current facts, ratings and
forecasts can be affected by future events or conditions that were not anticipated at the time a rating or forecast was issued or affirmed.

The information in this report is provided "as is" without any representation or warranty of any kind, and Fitch does not represent or warrant that the report or any of its
contents will meet any of the requirements of a recipient of the report. A Fitch rating is an opinion as to the creditworthiness of a security. This opinion and reports made by
Fitch are based on established criteria and methodologies that Fitch is continuously evaluating and updating. Therefore, ratings and reports are the collective work product of
Fitch and no individual, or group of individuals, is solely responsible for a rating or a report. The rating does not address the risk of loss due to risks other than credit risk, unless
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involved in, but are not solely responsible for, the opinions stated therein. The individuals are named for contact purposes only. A report providing a Fitch rating is neither a
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may be changed or withdrawn at any time for any reason in the sole discretion of Fitch. Fitch does not provide investment advice of any sort. Ratings are not a
recommendation to buy, sell, or hold any security. Ratings do not comment on the adequacy of market price, the suitability of any security for a particular investor, or the tax-
exempt nature or taxability of payments made in respect to any security. Fitch receives fees from issuers, insurers, guarantors, other obligors, and underwriters for rating
securities. Such fees generally vary from US$1,000 to US$750,000 (or the applicable currency equivalent) per issue. In certain cases, Fitch will rate all or a number of issues
issued by a particular issuer, or insured or guaranteed by a particular insurer or guarantor, for a single annual fee. Such fees are expected to vary from US$10,000 to
US$1,500,000 (or the applicable currency equivalent). The assignment, publication, or dissemination of a rating by Fitch shall not constitute a consent by Fitch to use its name
as an expert in connection with any registration statement filed under the United States securities laws, the Financial Services and Markets Act of 2000 of the United
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the Corporations Act 2001.
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